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REPORT OF ACCOUNTING DEPARTMENT

DOCKET NO. 98-002-E

SOUTH CAROLINA ELECTRIC & GAS COMPANY

INTRODUCTION

The Accounting Department Staff has made an examination of the books

and records of South Carolina Electric & Gas Company, Columbia, South

Carolina, relative to the Commission's requirement under Docket No. 98-002-E,

that periodic hearings be conducted before the Commission concerning the

Adjustment of Base Rates for Fuel Costs.

CURRENT REVIEW PERIOD

The current examination of South Carolina Electric & Gas Company's

retail Fuel Adjustment Clause covered the period of March 1997 through April

1998.

However, since the current hearing is scheduled for April 1998, Staff's

audit work did not include any testing for the months of March and April 1998.

The amounts of (over)/under-recovery for March 1998 and April 1998 were

estimated for the purpose of adjusting base rates effective May 1, 1998. The

estimates will be trued-up at South Carolina Electric & Gas Company's next

hearing.



SCOPE OF EXAMINATION

The Commission's Accounting Department's examination consisted of the

following:

1. Analysis of Account #151 - Fuel Stock

2. Sample of Receipts to the Fuel Stock Account - Account # 151

3. Verification of Charges to Nuclear Fuel Expense - Account # 518

4. Verification of Purchased Power & Interchange

5. Verification of KWH Sales

6. Analysis of Spot Coal Purchasing Procedures

7. Review of the CSX Transportation Settlement Agreement

8. Recomputation of Fuel Costs Adjustment Factor, Verification of

Unbilled Revenue

9. Recomputation of True-up for (Over)Under-Recovered Fuel Costs

10. Details of Fuel Costs

ANALYSIS OF ACCOUNT # 151 - FUEL STOCK

Staff's analysis of the Fuel Stock Account consisted of tracing receipts to

and issues from the fuel management system to the General Ledger, reviewing

monthly journal entries originating in fuel accounting, and ensuring that only

proper charges are entered in the Company's computation of fuel costs for

purposes of adjusting base rates for fuel costs.

2



SAMPLE OF RECEIPTS TO THE FUEL STOCK ACCOUNT -

ACCOUNT # 151

Staff's sample of receipts to the Fuel Stock Account consisted of randomly

selecting transactions, tracing each of these transactions to a waybill and a

purchase order for documentation purposes, and recalculating the transactions d

insure mathematical correctness.

VERIFICATION OF CHARGES TO NUCLEAR FUEL EXPENSE -

ACCOUNT # 518

The Staff traced the expense amounts for nuclear fuel to the books and

records for the period March 1997 through February 1998.

VERIFICATION OF PURCHASED POWER AND INTERCHANGE

Staff verified the Company's Purchased and Interchange Power Fuel

Costs to summary sheets provided to the Company's Accounting Department by

the Company's Operations Department. Fuel costs and KWH purchases and

sales for the months of March 1997 through February 1998 were also traced to

monthly invoices.

VERIFICATION OF KWH SALES

The Staff verified total system sales as filed in the monthly factoi"

computation for the months of March 1997 through February 1998. This monthly

figure was then used to determine the fuel cost per KWH sold.

ANALYSIS OF SPOT COAL PURCHASING PROCEDURES

The Accounting Staff examined the procedure followed by the Company's

fuel supply section for obtaining and accepting bids on spot coal. To achieve



this, Staff chose to examine two months of the audit period in which several spot

coal bids were received• Staff examined spot coal bids received in the months of

March and April 1997.

The fossil fuel supply section maintains a list of coal vendors from whom

bids are solicited• South Carolina Electric & Gas mails each of these coal

vendors a letter which states the necessary requirements for the coal the

Company seeks, and the information needed concerning the coal producer and

the fuel representatives' quality standards. The fuel representatives bargain over

the price of the coal, and either accept or reject the coal vendor's offer• The

Company's fuel representatives determine the current market price for spot coal

prior to contacting the coal vendors about their bids. In this way, the fuel

representatives determine the limits which should be observed when bargaining

for coal. The fuel representatives consider at least three factors when accepting

spot coal bids: the price per ton (including freight), the BTU content of the coal

offered, and the past experience with the coal obtained from the producer. The

Company normally requires all bids to be made in writing, but telephone bids are

often received• However, South Carolina Electric & Gas Company requests that

all telephone bids be confirmed by a subsequent letter.

Upon acceptance of a bid, South Carolina Electric & Gas Company

prepares a confirming order, a copy of which is mailed to the coal vendor. When

the coal is received at the plant, the Company analyzes the coal for moisture,

ash, sulfur, and BTU content and prepares an analysis report which is sent to the

fuel supply section• The appropriate quality premium or penalty on the coal
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purchased is determined, and the results are forwarded to the Company's

Accounting Section, which in turn, adds a premium or assesses a penalty to the

total amount due to the coal vendor.

The fuel supply section closely monitors the quality of coal shipped by the

various producers. If less than guaranteed performance is rendered by a certain

producer, the fuel representative accesses this information and considers this

when analyzing any future offers received from the supplier.

As previously mentioned, Staff examined spot coal bids received in the

months of March and April 1997. The examination included reviewing any bids

accepted and following the bargaining procedure on each bid.

During March 1997, out of approximately thirty bids, the Company

accepted seven offers. During April 1997, Out of six bids, the Company accepted

three offers.

The total spot coal tons purchased for the period March 1997 through

February 1998 were approximately 849,500 tons.

REVIEW OF THE CSX TRANSPORTATION SETTLEMENT AGREEMENT

PSC Order No. 98-209, Docket No. 98-115-E, dated March 19, 1998,

granted South Carolina Electric & Gas Company's (SCE&G or the Company)

request for a Commission accounting order which would give SCE&G

authorization to defer and to amortize a one-time payment incurred by the

Company as the result of a Settlement Agreement, dated January 28, 1998,

between SCE&G and CSX Transportation, Inc. CSX Transportation is one of the

railroads that delivers coal to the Company's steam production facilities. The



agreement calls for the Company to make a one-time payment to the railroad. In

return, the Company has received reductions in coal freight rates, decreased

minimum tonnage requirements and certain other favorable financial and

operating concessions that provide savings substantially in excess of the one-

time payment, according to SCE&G. By agreement of the parties and Order of

the U.S. District Court, the specific terms of the agreement are confidential.

The Company proposed that it be allowed to defer the one-time payment

by charging Account No. 182.3 - Other Regulatory Assets. The balance in

Account No. 182.3 would be amortized monthly to Account No. 501 - Fuel

Expense in an amount equal to the savings realized through deliveries of coal at

the reduced freight rates. It is expected that this balance would be written off in

approximately three years, after which time the reductions in freight rates would

serve to reduce ongoing fuel costs. Meanwhile, according to the Company, the

savings derived from other provisions of the agreement, such as those resulting

from decreased minimum tonnage requirements, will be immediately reflected in

lower fuel costs and, thereby, provide benefits to customers currently.

During this audit review period of the Company's fuel adjustment clause,

March 1997 through February 1998, Staff reviewed the freight savings, and

thereby, the amortized amounts, by comparing the original CSX Transportation

contract freight rates to the revised Settlement Agreement freight rates. Staff

applied the difference between the rates to the applicable railroad coal tonnage

deliveries. Since the agreement has only been in effect as of the end of January

1998, there was only one month's amortization, February 1998, in this fuel review
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period. The amortized amount (freight savings) initially booked in February

1998 to Account No. 501 totaled $482;493.04. However, after the Company

reviewed the coal deliveries that should be associated with the "old" freight rates

rather than the Settlement rates, the Company revised its February 1998

amortization amount to $460,743.31. The Company will book an adjusting entry

in March 1998 of $(21,749.73) to reflect the February revision.

RECOMPUTATION OF FUEL COSTS ADJUSTMENT FACTOR AND

VERIFICATION OF UNBILLED REVENUE

The Accounting Staff has recomputed the fuel adjustment factor utilizing

information obtained from the Company's records.

With reference to fuel cost, Staff verified the Total Fuel Costs for the

months of March 1997 through February 1998, to the Company's books and

records.

In recomputing the factor, Staff has divided the Total Cost of Fuel Burned

by Total System Sales to arrive at fuel costs per KWH sales. The base fuel cost

per KWH, included in the base rates, is then subtracted from the fuel cost per

KWH sales and the resulting figure represents the fuel cost adjustment above or

below base per KWH sales. The South Carolina Retail Jurisdictional KWH

deferrals were checked to the Company's records. The actual Unbilled Revenue

for each month was verified to the Company's Detailed Ledger.
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RECOMPUTATION OF TRUE-UP FOR (OVER) UNDER-RECOVERED FUEL

COSTS

Staff analyzed the cumulative over-recovery of fuel costs that the

Company had incurred for the period March 1997 through February 1998, which

totaled $596,797. Staff added the projected over-recovery of $194,040 for the

month of March 1998 and the projected over-recovery of $847,360 for April 1998

to arrive at a cumulative over-recovery of $1,638,197. The Company's

cumulative over-recovery as of April 1998, per its testimony in Docket No. 98-

002-E, totals $2,609,904. The difference between the Company's and the Staff's

cumulative over-recovery totals $971,707. This difference is based on various

corrections Staff reflected in various Company fuel costs, such as Fossil Fuel

Burned Costs (for April 1997 through February 1998), Nuclear Fuel Costs (for

March 1997, June 1997 and January 1998), and Purchased and Interchange

Power Fuel Costs (for the month of August 1997), per Staff's report. Staff's

Exhibit H, Computation of Unbilled Revenue, which consists of two pages,

provides detailed explanations for this cumulative over-recovery difference of

$971,707. It should be noted that the Company will true- up this difference, on a

per books basis, by the next fuel review period.

As stated in South Carolina Electric & Gas Company's Adjustment for Fuel

Costs, fuel costs will be included in base rates to the extent determined

reasonable and proper by the Commission.

Accordingly, the Commission should consider the over-recovery of

$1,638,197 along with the anticipated fuel costs for the period May 1, 1998



through April 30, 1999, for the purpose of determining the base cost of fuel in

base rates effective May 1, 1998. This $1,638,197 over-recovery figure was

provided to the Commission's Utilities Department.

DETAILS OF FUEL COSTS

Details of fuel costs are shown in Exhibits A-H.

RESULTS OF EXAMINATION

Based on the Accounting Staff's examination of South Carolina Electdc &

Gas Company's books and records, and the utilization of the fuel costs recovery

mechanism as directed by this Commission, the Accounting Department is of the

opinion that the Company has complied with the directives of the Commission.

EXHIBITS

Exhibits relative to this report are identified as follows:

EXHIBIT A: FOSSIL FUEL STOCK REPORT

This exhibit reflects the beginning inventory, receipts, issues and ending

inventory by type of fuel for March 1997 through February 1998.

EXHIBIT B: RECEIVED COAL-COST PER TON (PER PLANT)

This exhibit shows the received cost per ton for coal at each plant for the

period of time from March 1997 through February 1998, in dollars per ton

including freight costs•

EXHIBIT C" TOTAL RECEIVED AND WEIGHTED AVERAGE COST

This exhibit reflects the total cost for the period March 1997 through

February 1998, for the five types of fossil fuel: coal, # 2 oil, # 6 oil, propane and



natural gas. The Staff has also computed the weighted average cost of each

type of fuel.

EXHIBIT D: RECEIVED COAL - COST PER TON COMPARISON

This exhibit reflects the received cost per ton for coal at each period of time from

March 1997 through February 1998 for South Carolina Electric & Gas Company,

Duke Power Company, and Carolina Power & Light Company. The Staff has

shown for comparison purposes, the invoice cost per ton, freight cost per ton,

total cost per ton and the cost per MBTU.

EXHIBIT E" BURNED COST-CONSUMED GENERATION

This exhibit reflects the per book cost of burned fuel, as adjusted by staff,

which was used for generation for the period March 1997 through February 1998.

The burned cost of each class of fuel is separated and the percentage of total

burned computed for each type.

EXHIBIT F: COST OF FUEL

The cost of fuel for the period March 1997 through February 1998 is

shown in this exhibit.

EXHIBIT G: FACTOR COMPUTATION

This exhibit reflects the actual computation of the fuel adjustment factor for

the period March 1997 through February 1998.

EXHIBIT H: COMPUTATION OF UNBILLED REVENUE

This exhibit reflects the computation of the unbilled revenue at April 30,

1998. The balance amounts to an over-recovery of $1,638,197. This balance
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represents the difference between actual (with two months estimated) total fuel

costs and unbilled fuel costs for the Company's retail customers for the period.
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South Carolina Electric & Gas Company
Received Coal-Cost Per Ton Comparison

March 1997-February 1998

South Carolina Electric & Gas Company
Invoice Cost Freight Cost

Month _ PerTon
$ $

Mar-97 14.55 25.45

Apr-97 14.47 25.14
May-97 13.75 25.37
Jun-97 14,12 25.14
Jul-97 14.52 24.42

Aug-97 14.39 25.14
Sep-97 13.28 25.61
Oct-97 13.64 26.06
Nov-97 13.99 25.44
Dec-97 13.98 26.20
Jan-98 14.23 25.86
Feb-98 13.05 25.53

Accounting Exhibit D

Total Cost Per

Ton Cost Per MBTU
$ $

40.00 1.5718
39.61 1.5433
39.12 1.6169
39.26 1.6317
38.94 1.5135
39,53 1.5384
38.89 1.5080
39.70 1.5396
39.43 1.5375
40.18 1.5714
40.09 1.5775
38.58 1.5177

Invoice Cost Frelaht Cost Total Cost Per
_ PerTon Ton

$ $ $ $
Ma_97 27.02 7.71 34.73 1.3966

Apr-97 26.24 7.46 33.70 1.3629
May-97 26.62 7.59 34.21 1.3742
Jun-97 26.14 7.86 34.00 1.3742
Jul-97 26.37 8.40 34.77 1.3944

Aug-97 26.38 8.33 34.71 1.3923
Sep-97 26.70 8.30 35.00 1.4036
Oct-97 25,79 7.76 33.55 1.3634
Nov-97 25.65 8.78 34.43 1.3898
Dec-97 25.04 8.67 33.71 1.3654
Jan-98 25.80 7.96 33.76 1.3651
Feb-98 25.90 8.25 34.15 1,3729

Carolina Power & Light Company
Invoice Cost Freight Cost Total Cost Per

Month Per'ron Per Ton IJOJ_ Cost Per MBTU
$ $ $ $

Mar-97 26.52 12.05 38,67 1.6017

Apr-97 35.95 10.18 46,13 1.8830
May-97 31.87 9.95 41.82 1.7135
Jun-97 32.28 9.83 42.11 1.7175
Jul-97 31.81 10.48 42.29 1.7237

Aug-97 30.26 10.18 40.44 1.6338
Sep-97 31.81 9.91 41.72 1.7157
Oct-97 29.49 10.07 39.66 1.6024
Nov-97 30.08 _ 10.03 40.11 1.6290
Dec-97 30.10 10.60 40.70 1.6445
Jan-98 29.23 10.51 39.74 1.6201
Feb-98 26.42 9.48 34,90 1.4214
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South Carolina Electric & Gas Company
Cost of Fuel

March 1997-February 1998

Accounting Exhibit F

Month

Mar-97

Apr-97
May-97
Jun-97
Jul-97

Aug-97
Sep-97
Oct-97
Nov-97
Dec-97
Jan-98
Feb-98

Totals

Purchased and Eg_

Interchange P_
Total Cost of _ Intersystem
F(Jel Burned Cost

$ $ $

Total Fuel Cost

$

11,229,813 5,791,364 (1,016,219) 16,004,958
11,764,201 6,275,517 (928,417) 17,111,301
1t,892,240 6,355,219 (774,682) 17,472,777
15,458,715 6,359,350 (1,401,387) 20,416,678
21,421,965 7,341,659 (3,164,981) 25,598,643
19,981,227 6,520,314 (2,063,890) 24,437,651
16,108,360 5,381,909 (1,277,688) 20,212,581
15,860,396 7,039,518 (1,223,938) 21,675,976
14,358,966 6,020,870 (1,834,664) 18,545,t72
14,342,044 6,400,871 (1,369,271) 19,373,644
15,996,555 5,586,458 (1,631,227) 19,951,786
12,055,873 5,408,779 (393,509) 17,071,143

180,470,355 74,481,828 (17,079,873) 237,872,310
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